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To offer as collateral, security or property bond with [SMC] a parcel
of land located at Las Pifias City containing an area of ____ square meters and
all improvements thereon and covered by TCT No.

HEREBY GIVING AND GRANTING unto my/our said Attorney-in-Fact full
power and authority whatsoever requisite necessary to be done in and about
the premises as fully to all intents and purposes as YWE might or could
lawfully do if personally present and acting; and

HEREBY RATIFYING AND CONFIRMING all that my/our Attorney-in-
Fact shall lawfully do or cause to be done under and by virtue of these
presents.’

When asked about the status of the certificates of title, Roberto would
explain that the titles were still in SMC’s possession which has yet to decide
which title to accept as collateral. It was the understanding of Gemma and
Trinidad, et al., that should SMC accept their certificates of title as
collateral, Roberto would bring the necessary documents from SMC which
Gemma and Trinidad, ef al., would then sign.®

However, using the SPAs, Roberto executed REMs over the properties
covered by TCT Nos. T-6347 and T-5433, both in favor of SMC. These

mortgages were annotated on the titles.

Meantime, Roberto availed of beer stocks from SMC which he
regularly paid. However, in August 2007, 18 successive post-dated checks
issued by Roberto were dishonored, leaving unpa1d obligations amounting to
about Seven Million Pesos (P7,000,000.00).” When efforts to collect failed,
SMC undertook to extra-judicially foreclose the REMs. At the foreclosure
sale, SMC emerged as the highest bidder.

In 2008, Gemma and Trinidad, et al, learned that Roberto’s business
had closed down, and that Roberto surreptitiously mortgaged two of their
properties. Consequently, Gemma and Trinidad et al, executed four
revocations of the SPAs wherein they cancelled all the SPAs issued in favor
of Roberto. They also wrote a letter to SMC informing the latter that the
SPAs had been revoked." No reply was given by SMC until Gemma and
Trinidad, et al., learned of the foreclosure proceedings.

Aggrieved, Gemma and Trinidad, et al, filed the complaint a quo for
the annulment of mortgage and foreclosure sale and for the recovery of their

titles.

In their Answer with Compulsory Counterclaim and Cross-claim,
SMC argued that the revocations of the SPAs were belatedly made as the
REMs were already constituted over the properties. Thus, SMC argued, at
the time the REMs were made, the SPAs were still valid and constituted

7 1d. at 40.
¥ 1d. at 34.
Y Id. at 14,
' 1d. at 35.
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the Certificate of Sale does not prove Roberto’s liabilities but merely
establishes the fact that SMC was awarded as the highest bidder at the
foreclosure sale.

Finally, the CA deleted the award for moral damages and attorney’s
fees for lack of proof that SMC acted in bad faith.

In disposal, the CA held:

WHEREFORE, premises considered, the Appeal is DENIED. The
Assailed Decision dated 28 August 2014 in Civil Case no. 08-0093 is
AFFIRMED with MODIFICATIONS in so far as the award for moral
damages in the amount of Five Hundred Thousand Pesos (Php 500,000.00)
and the award of attorney’s fees and costs of suit in the amount of Three
Hundred Thousand Pesos (Php 300,000.00) are hereby DELETED.

SO ORDERED.
Thus, SMC’s resort to the present petition raising the following:

Issues

Whether the [CA] erred when it affirmed the trial court’s ruling that the SPAs
did not include the authority to mortgage the property, despite the attendant
circumstances in the case.

Whether the [CA] erred in denying the cross-claims of SMC against
[Gandionco], considering that [Gandioncod] was declared in default, applying
Section 3 of Rule 9 of the Rules of Court.'

Ruling of the Court
The petition is partly granted.

The SPAs specifically authorizing
Roberto to offer the properties as
collateral constitutes sufficient
authority to enter into a contract
of mortgage

For a contract of mortgage to be valid, the following essential
requisites must be met: first, that the mortgage is constituted to secure the
fulfillment of a principal obligation; second, the mortgagor is the absolute
owner of the thing mortgaged; and third, the persons constituting the
mortgage have the free disposal of their property, and in the absence thereof,
that they be legally authorized for the purpose. Third persons not parties to
the principal obligation may secure such obligation by mortgaging their own

propetrty. .

4 1d. at 16.
15 See CIVIL CODE, Article 2085,
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itself, and when the words are clear and unambiguous the intent is to be
discovered only from the express language of the agreement.”"”

Contrary to the CA’s ruling, the phrase “to offer” the subject
properties “as collateral, security or property bond with SMC,” coupled with
the “full power and authority” to do all that is necessary for all intents and
purposes of the contract, is a specific and express authority to mortgage the
subject properties in favor of SMC. This is so considering that the
presentation of the TCTs by Roberto to SMC was for the purpose of
complying with the collateral requirement for the dealership. As such,
executing the real estate mortgages and registering the same with the register
of deeds are weil within the scope of the authority granted.

It is of no moment that it was the supposed “understanding” of the
registered owners that “should SMC accept their certificates of title as
collateral, Roberto would bring the necessary documents from SMC which
[the registered owners] would then sign.”20 Article 1900 of the Civil Code
expressly states that “[s]o far as third persons are concerned, an act is
deemed to have been performed within the scope of the agent's authority, if
such act is within the terms of the power of attorney, as written, even if the
agent has in fact exceeded the limits of his authority according to an
understanding between the principal and the agent.” Article 1902 likewise
unequivocally states that “[p]rivate or secret orders and instructions of the
principal do not prejudice third persons who have relied upon the power of
attorney or instructions shown to them.”

Assuming, however, that Roberto exceeded the limits of his authority
under the SPA and such unauthorized acts were not ratified by Gemma and
Trinidad, et al., the latter are still bound by the mortgages entered by

Roberto under the doctrine of apparent authority. As explained in Woodchild
Holdings, Inc. v. Roxas Electric and Construction Co., Inc.:!

it bears stressing that apparent authority is based on estoppel and
can arise from two instances: first, the principal may knowingly permit the
agent to so hold himself out as having such authority, and in this way, the
principal becomes estopped to claim that the agent does not have such
authority; second, the principal may so clothe the agent with the indicia of
authority as to lead a reasonably prudent person to believe that he actually
has such authority. There can be no apparent authority of an agent without
acts or conduct on the part of the principal and such acts or conduct of the
principal must have been known and relied upon in good faith and as a
result of the exercise of reasonable prudence by a third person as claimant
and such must have produced a change of position to its detriment. The
apparent power of an agent is to be determined by the acts of the principal
and not by the acts of the agent.

Y Norton Resources and Development Corporation v. All Asia Bank Corporation, 620 Phil. 381, 388
(2009), citing Benguet Corporation v. Cabildo, 585 Phil. 23 (2008).

Supra note 8.

2 479 Phil. 896 (2004).
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must suffer the consequences of a breach of trust, the one who made it
possible by his act of confidence must bear the loss.””

On the basis of the foregoing, a reversal of the assailed CA ruling is in
order. Nevertheless, SMC’s prayer for award of moral damages (in the
amount of #£500,000.00), exemplary damages (in the amount of
B100,000.00), and attorney’s fees and litigation expenses (in the amount of
B600,000.00) must be denied, as its present petition does not even allege the
factual and legal bases in support thereof.

Remand necessary to determine
Roberto’s outstanding liability to
SMC, if there is any

Roberto’s indebtedness to SMC is undisputed. While the Court rules
that the mortgages executed by Roberto over the subject properties are valid,
it must be clear that Roberto’s indebtedness to SMC arose from the
dealership which he entered into in his personal capacity, and not on behalf
of Gemma and Trinidad, ef al. Thus, Gemma and Trinidad, et al., can only
be considered as third-party or accommeodation mortgagors, and can only be
held liable to the extent of the amount secured by the mortgages over their
properties. This Court has held:

There is x x x no legal provision nor jurisprudence in our
jurisdiction which makes a third person who secures the fulfillment of
another's obligation by mortgaging his own property to be solidarily
bound with the principal obligor. x x x The signatory to the principal
contract — loan — remains to be primarily bound. It is only upon the
default of the latter that the creditor may have recourse on the mortgagors
by foreclosing the mortgaged properties in lieu of an action for the
recovery of the amount of the loan. And the liability of the third-party
mortgagors extends only to the property mortgaged. Should there be any
deficiency, the creditor has recourse on the principal debtor.”® (Citation
omitted)

Unfortunately, the records available to the Court are insufficient to
determine whether Roberto still has any outstanding liability to SMC after
applying the proceeds of the foreclosure sale. In particular, the amount
secured by the mortgages, as well as SMC’s bid in the foreclosure sale, are
not specified in the pleadings or in the attachments thereto. For this reason,
the Court deems it to the best interest of the parties to give due course to
SMC’s cross-claim against Roberto, and consequently, to remand the case
solely for the purpose of determining the amount of Roberto’s outstanding
liability, if any, after applying the proceeds of foreclosure to satisfy his
indebtedness.

B Tenio-Obsequiv v. Court of Appeals, G.R. No. 107967. March 1, 1994, 230 SCRA 550, 560.
* Land Bank of the Philippines v. Belle Corporation, 768 Phil. 368, 390 (2015), citing Cerna v. Court of
Appeals, G.R. No. L-4835%, March 30, 1993, 220 SCRA 517, 522-523.
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CERTIFICATION

Pursuant to Section 13, Article VIII of the Constitution, I certify that
the conclusions in the above Decision had been reached in consultation
before the case was assigned to the writer of the opinion of the Courtl’s
Division. >

Chief Ji hstice



